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This report presents the results of our review of the Internal Revenue Service’s (IRS)
development of the e-Services Project. Our overall objective was to assess the Internal
Revenue Service’s (IRS) processes for development and implementation of the
e-Services Fiscal Year (FY) 2002 Release.

In summary, we found that the IRS Business Systems Modernization Office (BSMO)
has made progress in establishing critical processes to guide the e-Services and other
modernization projects. The BSMO has established a quality review process to
evaluate products delivered by the contractor, the e-Services project team has begun
working diligently to ensure the project is in compliance with the Enterprise Architecture,
and IRS business executives have become more involved in monitoring the progress of
the project.

Although these critical processes have been established to enable project success, the
e-Services project team has experienced delays and cost increases due to
requirements changes, and setbacks in other development efforts on which the project
is dependent. We identified opportunities for improvement in contract development,
cost and project tracking, and implementation of critical project management processes.

In this report, we discuss several conditions that were identified not only in this review
but also in audits of other ongoing modernization projects. Since these conditions were



found in several projects, we believe the corrective actions need to be made at the
program rather than project level. To make our recommendations more meaningful,
later this year we plan to issue a separate audit report that details those conditions
common to multiple projects and make recommendations for program level corrective
actions. Consequently, while we cover these conditions in this report as they relate to
the e-Services project, we did not include recommendations for corrective actions.
However, where appropriate, we have included actions that the BSMO was planning or
had taken to address the issues identified.

This report is being issued without management's response. Management's response
was due on August 30, 2001. As of September 7, 2001, management had not
responded to the draft report.

Copies of this report are also being sent to the IRS managers who are affected by the
report recommendations. Please contact me at (202) 622-6510 if you have questions or
Scott Wilson, Assistant Inspector General for Audit (Information Systems Programs), at
(202) 622-8510.



Improvements Are Needed in the Management of the e-Services Project to
Enable Timely Progress Towards Future Goals

Table of Contents

EXECULIVE SUMMIAIY ...ttt sttt sns Page i
(@] o] T=To 1)Y= I= T To ot 0] o= T Page 1
27101 (o | 01U T S Page 2
RESUIES ...ttt et Page 3

Significant Changes in Requirements and Setbacks in Other

Development Efforts Resulted in Delays and Increased Costs........ Page 3

Costs for Internal Revenue Service Employees Working on the

Project Were Not Accurately Tracked..........ccooveririeieicnenieneseeeees Page 7

Contracts Need to Be Strengthened to Ensure Interests Are

(0] (=03 (=T o SRR Page 8

Project Tracking Measures Should Be Expanded and Validated

to Be of Greater Value to Program Management Personnel............ Page 12

Configuration Management Processes Were Not Consistently

FOHOWEM.......eo e Page 14

Risk Management Processes Were Not Effectively Followed........... Page 16

A Process for Monitoring Dependencies Has Not Been

Effectively Implemented............cccooveiiee e Page 18

Project Management Processes Can Be Improved............ccocoeerennees Page 19
(@] 1] 1113 [ o TS Page 21
Appendix | — Detailed Objective, Scope, and Methodology ...........cccceeueenee. Page 22
Appendix Il — Major Contributors to This Report..........cccceveveniiincnenineees Page 29
Appendix 11l — Report DiStribution LiSt.........cccooieiiiinineeeeceseseseseseeeea Page 30

Appendix IV — OQULCOME MEASUIES.........cccueeiieeriee ettt Page 31



Improvements Are Needed in the Management of the e-Services Project to
Enable Timely Progress Towards Future Goals

Executive Summary

The Internal Revenue Service (IRS) has agoal that at least 80 percent of Federal tax and
information returns be filed electronically by the year 2007. However, its ability to
develop new product features allowing taxpayers and tax preparersto file, pay, and
communicate electronically has been limited by its outdated computer systems.

To resolve this problem, the IRS is working with a private contractor, Computer Sciences
Corporation (CSC), to modernize IRS business processes and technology. The IRS aso
established the Business Systems Modernization Office (BSMO) to assist and monitor
the modernization efforts. One of the projects selected for devel opment and deployment
was the e-Services project. This project will provide the means for tax practitioners and
other authorized parties to conduct business electronically with the IRS. The e-Services
project will be deployed in various releases, with the first release scheduled in Fiscal
Year (FY) 2002. The IRS projected that the project will provide $16 million in benefits
in FY 2002.

The objective of our audit was to assess the IRS' processes for devel opment and
implementation of the e-Services FY 2002 Release. To accomplish this objective, we
evauated the CSC’ s delivery of goods and services, reviewed the project’ s adherence to

life cycle requirements, evaluated compliance with the Modernization Blueprint,* and
determined whether risks existed in the areas of project dependencies and sponsorship.

Results

The BSMO has made progress in establishing critical processes to guide the e-Services
and other modernization projects. For example, the BSMO has established a quality
review process to evaluate, at the end of each mgjor set of tasks, the products delivered
by the contractor to determine whether they meet required standards. Also, the
e-Services project team has begun to work more closely with the Architecture and
Engineering Office to enable greater compliance with the Modernization Blueprint. In
addition, project sponsorship has recently been enhanced, and business executives have
become more involved in monitoring the progress of the project team.

Despite the progress that has been made, we identified several issues that have affected
the success of the project thus far. Changes in requirements and setbacks in other

! The Modernization Blueprint is also known asthe IRS' Enterprise Architecture. This architecture defines

concepts such as the organization’s mission, vision, future business objectives, business processes, and
business requirements.
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projects on which the e-Services project is dependent resulted in delays and increased
costs. Also, labor costs for IRS employees assigned to the project were not accurately
tracked. In addition, we believe contracts issued to the CSC should be strengthened and
project tracking measures expanded and validated. Finally, although processes to enable
project success have been established, several need to be more effectively implemented
to help enable the project team to meet its goals and objectives. Improvements in these
areas will be needed to successfully deliver the benefits expected from e-Services as well
as other modernization projects.

Significant Changesin Requirements and Setbacksin Other
Development Efforts Resulted in Delays and Increased Costs

The IRS initially estimated in April 2000 that the e-Services project would require
$3.8 million to complete its design phase by September 2000. As of March 2001, the
estimated costs to complete this phase had increased to over $17 million, and the
expected date of completion had been delayed until June 2001. Even if current
development and deployment schedules are met, over $14 million of the $16 million in
projected savings for FY 2002 will not be realized until FY 2003 or later.

Much of thisincreased cost and delay in project development is due to a significant
change in project requirements. RS executives were not comfortable with how
e-Services integrated with other projects, with the Modernization Blueprint, and with the
IRS overal modernization vision. Another cause for the delay was that the e-Services
project was ahead of other key development efforts on which it was dependent. IRS
executives decided to slow the development of the project until these other projects were
further along, to reduce the risks.

Costsfor Internal Revenue Service Employees Working on the Proj ect
WereNot Accurately Tracked

We estimate that the costs for the IRS employees working on the e-Services project were
understated by $1.6 million during the period October 1999 through January 2001.

Project personnel indicated that it is difficult to ensure that employees, especially those
who do not work full-time on the project, use the correct codes for charging their time.
As aresult, project costs appear to be lower than they actually are, and key measures such
as return on investment cannot be accurately calculated.

Contracts Need to Be Strengthened to Ensure Interests Are Protected

The BSMO issues contracts (called task orders) to the CSC for specific products and
services. Although the BSMO isimproving the task order process, the task orders we
reviewed did not include performance-based incentives for quality or timeliness. Also,
the e-Services project team did not consistently negotiate task orders in atimely manner.

Page ii



Improvements Are Needed in the Management of the e-Services Project to
Enable Timely Progress Towards Future Goals

Because the IRS identified various quality issues during its review of products received
from the CSC, we believe that improvements in processing task orders could better
protect the IRS' interests as it works to ensure quality products at reasonable costs.

Project Tracking Measures Should Be Expanded and Validated to Be of
Greater Valueto Program Management Per sonnel

The project team uses earned value? techniques to measure project progress by individual
phase. Although earned value is an appropriate project tracking approach, measures that
cover each individual phase are too limited to measure the overall progress of a project
that covers five phases. Earned value techniques are designed to measure against a total
budgeted amount, not just a current project phase. In addition, no validation of the
project measures had been conducted at the time we completed our audit work. The data
could be more useful and reliable if changes are made to the manner in which these
measures are developed and a validation process is established.

Configuration M anagement Processes Were Not Consistently Followed

The e-Services project team had devel oped a configuration management plan that
followed the Enterprise Life Cycle (ELC) requirements.® The plan outlines proper
controls over project documentation and indicates that a project document repository
would be established to ensure version control over documentation and system modules.

However, the CSC was not following the configuration management plan. The project
document repository, where critical project documentation is maintained, was accessible
to anyone on any of the project teams. This repository included both baselined*
documents and those that were still in process. There was no control over the various
versions of key documents that had been accepted and signed by the IRS, and these
accepted documents were not easily identified in this repository. Without this contral, it
will become harder to determine which documents are the official baselined documents.
This could lead to project teams following the wrong set of requirements while
developing the projects. During our audit, the BSMO and the CSC initiated corrective
actions regarding configuration management processes.

2 Earned value is amanagement technique that measures actual cost and work accomplished against the

budgeted cost and planned work scheduled. Variances between these actual and planned factors are
analyzed and provided to management for decision-making.

3 The ELC establishes a set of repeatable processes and a system of review, checkpoints, and milestones
that reduce the risks of system development and ensures alignment with the overall business strategy. All
IRS and CSC personnel involved in modernization are required to follow the ELC.

* A baseline consists of a specified set of documents, software, and other items defined asfinal (or
point-in-time) products for aproject. A baseline establishes a predefined point from which to evaluate
project progress.
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Risk M anagement Processes Were Not Effectively Followed

The e-Services project team developed a risk management plan that describes the
activities and processes it will follow to manage project risks. The project team was
working to identify the risks and issues it faces during the project, using the correct forms
to documents risks and meeting on aregular basis to discuss project risks.

However, we identified weaknesses in the implementation of the risk management
process. For instance, the potential impact of identified risks on the project's cost,
schedule, or technical performance was not adequately documented. In addition, the
project team did not adequately document the probable impact date, mitigation actions,
measures to determine the effectiveness of mitigation actions, and the rationale for
closing risks. These were contributing factors in the project delays and cost increases.
The BSMO and the CSC have begun initiating corrective actions regarding risk
management processes.

A Processfor Monitoring Dependencies Has Not Been Effectively
| mplemented

Managing project dependenciesis critical to the success of the e-Services project and the
overall modernization program. ldentifying the risks associated with project
dependencies is important so that all project teams and the BSMO can be aware of the
criticality of any delays that may occur in completion of each project.

The e-Services project team did a good job of identifying critical dependencies on other
projects; however, it was not adequately documenting the risks associated with the
identified dependencies so that all project teams were aware of and agreed to the
dependencies and necessary product delivery dates. Without clear and accurate
documentation of project dependencies, incorrect decisions may be made at a program
level and additional delaysin the project can occur.

Project M anagement Processes Can Be | mproved

The e-Services project team was employing certain critical project management
processes. The Project Manager was using a schedule, known as a Work Breakdown
Structure,® to manage the project team’s tasks. The schedule listed in detail the specific
tasks that the project team needed to complete. Each task was identified with a specific
identification number and had an assigned start date, finish date, and estimated duration.
However, we found that near-term tasks were not assigned to specific team members.
Identifying individuals assigned to tasks is important to ensure those individuals are
available when their skills are needed. In addition, the schedule did not include any time

> A Work Breakdown Structure is agroup of project elements that organizes and defines the total work of
the project. Each descending level represents an increasingly detailed definition of the project work.
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to recover from unplanned or unforeseen events that could adversely affect the
completion of critical tasks. Reserve or recovery time, while not required on every
project, may be necessary if the current schedule is very aggressive or if a project team
faces schedule risks, such as dependencies on other projects.

Summary of Recommendations

To minimize further delays and cost increases in this project, we recommend that the
e-Services project team identify the critical factors the project is dependent upon and
ensure BSMO executives are aware of each factor that could cause delays in future

development and deployment. In addition, we recommend that the BSMO improve the
tracking of IRS labor costs related to the project.

We did not provide recommendations for the other conditions identified in this report
because we believe the corrective actions need to be taken at the program level rather
than by the individual project teams. Because similar conditions were identified in other
projects being audited, we plan to issue a separate report with recommendations that can
be implemented at the program level.

Management's Response: Management's response was due on August 30, 2001. As of
September 7, 2001, management had not responded to the draft report.
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The overall objective of our
audit was to assessthe IRS
processes for development and
implementation of the

e-Services FY 2002 Release.

Objective and Scope

The overall objective of our audit was to assess the
Internal Revenue Service's (IRS) processes for
development and implementation of the e-Services
Fiscal Year (FY) 2002 Release.

To accomplish this objective, we determined whether
the contractor that is primarily responsible for designing,
developing, integrating, and transferring modernized
systems to the IRS was delivering high-quality
requested goods and servicesin atimely and
cost-effective manner. To evauate contractor timeliness
and quality, we focused our review on deliverables
associated with the system concept phase because that
was the last phase the project team had successfully
completed. To evaluate cost, we reviewed all the task
orders that were associated with the project, focusing
primarily on those associated with the system concept
and design phases.

We also evaluated whether the project team was
following critical processes that had been established to
enable its success and whether the team was following
the direction in the Modernization Blueprint.> Our audit
focused primarily on processes such as configuration
management, risk management, requirements
development, and performance tracking. Lastly, we
evaluated whether the project team was effectively
managing its dependencies on other projects and
whether the IRS business executives were providing
appropriate levels of project sponsorship.

We conducted this audit from October 2000 through
March 2001, in the National Headquarters Business
Systems Modernization Office (BSMO) and at the

! The Modernization Blueprint is also known asthe IRS' Enterprise
Architecture. Thisarchitecture defines concepts such asthe
organization’s mission, vision, future business objectives, business
processes, and business requirements.
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The IRShasagoal that at
least 80 percent of Federal tax
and information returns be
filed electronically by 2007.

Computer Sciences Corporation (CSC) office. This
audit was performed in accordance with Government
Auditing Standards.

Details of our objective, scope, and methodology are
presented in Appendix |. Major contributors to this
report are listed in Appendix I1.

Background

The IRS Restructuring and Reform Act of 1998

(RRA 98)? set a new direction for the IRS in many areas,
including establishing a goal that at least 80 percent of
Federal tax and information returns be filed
electronically by the year 2007. The IRS has been
focused on developing an electronic filing program for
over adecade. However, the ability to develop new
applications and processes that allow taxpayers and tax
preparers to file, pay, and communicate electronically
with the IRS has been limited by its outdated computer
systems.

To resolve this problem, the IRS is working to
modernize its business processes and technology. The
IRS hired the CSC to design and integrate the various
projects involved in the modernization efforts. The IRS
also established the BSMO to assist and monitor the
modernization efforts.

One of the first projects the BSMO selected for
development and deployment was the e-Services project.
This project will provide the means for tax practitioners
and other authorized parties to conduct business
electronically with the IRS. The e-Services project will
be deployed in various releases, with the first release
scheduled in FY 2002. The IRS projected that

2 Pub. L. No. 105-206, 112 Stat. 685 (codified as amended in
scattered sections of 2 U.S.C., 5U.S.C., 5app., 16 U.S.C,,
19U.S.C.,,22U.SC., 23U.SC, 26 US.C,, 31 U.SC., 38 U.SC,
and 49 U.S.C)).
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Changesin critical
requirements and setbacksin
other devel opment efforts have
resulted in costly delays for

the e-Services project.

e-Services will provide $16 million in benefitsin
FY 2002.

Results

The BSMO has made significant progressin
establishing critical processes to guide the e-Services
and other modernization projects. It has established a
quality review process to evaluate products delivered by
the CSC to determine whether they meet required
standards at the end of each major set of tasks. The
e-Services project team has become more involved in
the development of the Modernization Blueprint, and
project sponsorship has recently been enhanced, as the
business executives have become more active in
monitoring the progress of the e-Services project.

Despite this progress, significant changesin critical
system requirements and setbacks in other development
projects on which the e-Service project is dependent
have resulted in delays and large increases in costs.
Also, contracts need to be strengthened to provide
greater emphasis on quality, positive and negative
incentives for contractor performance, and shorter
negotiation periods.

In addition, the project team has not been consistently
following some of the processes that have been
established to enable its success. In some cases, the
processes are new or are still changing and problems
have occurred in understanding and implementing them.
In other cases, the project team had not fully
incorporated these processes into its activities.

Significant Changes in Requirements and

Setbacks in Other Development Efforts
Resulted in Delays and Increased Costs

The Congress places funds for the IRS systems
modernization activities in an Information Technology
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Investment Account (ITIA). The IRS must submit an
expenditure plan requesting that funds from the ITIA be
withdrawn for its use. The expenditure plan shows the
estimated costs and completion dates for the various
phases of the projects. The expenditure plan must be
reviewed by the General Accounting Office and
approved by the Department of the Treasury, the Office
of Management and Budget, and the Congress.

Based on information contained in various ITIA
expenditure plans, the e-Services project experienced
delays of approximately 9 months and cost increases of
over $13 million in completing the project design phase
for the e-Services project.

Tracking of Project Delays and Cost Increasesto
Completethe Design Phase

ITIA Estimated Estimated date
expenditure fundsnecessary | to completethe
plan tocompletethe | design phase
design phase*
April 2000 $3.854 Million® | September 2000
August 2000 $7.314 Million | February 2001
September 2000 | $6.918 Million | February 2001
(reduction of
$396,000)
March 2001 $17.218 Million®* | June 2001
(Draft)

* Some of the expenditures for the system concept (or
Architecture) phase are included in these figures.
Information in the table was derived from the ITIA

expenditure plans.

% According to project officials, thisinitial figure did not include
Competitive Systems Acquisition costs associated with the design

phase.

4 According to project officials, this figure includes full design
costs, including some costs that were originally projected for the

subseguent phase.
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Requirements changes
occurred because the project
was ahead of other projectson
which it had dependencies.

One of the primary reasons for the large discrepancy in
cost and due dates is that the IRS changed its
requirements after the project team had completed most
of the design phase products. The project team appeared
before the Core Business Systems Executive Steering
Committee (CBS ESCY® in November 2000 to present
the design phase products. The CBS ESC was hot
comfortable with the integration of the e-Services
project with other projects, the Modernization Blueprint,
and the overall modernization vision. The CBS ESC
decided to expand the e-Services requirements to design
an Internet access point that could be used by all the IRS
project teams and to ensure that all requirements were
integrated with the overall modernization program.

Project team personnel also indicated that requirements
changed because the e-Services project was developing
faster than other projects on which it had dependencies.
These projects included the Modernization Blueprint,
the overall modernization vision, and the Security and
Technology Infrastructure Release (STIR).® Therefore,
the CBS ESC decision to increase the project design
scope and delay development efforts until the other
projects were further along was intended to reduce risk.
While we agree with the decisions made, we believe that
strengthening the planning and design processes would
help ensure that significant additions to requirements
and critical dependencies are addressed earlier.

Delays in the e-Services project will result in limiting
taxpayer benefitsrealized in FY 2002. The project’s
new schedule shows that deployment of the earliest
segment of the project, originally planned for

® The CBS ESC is a high-level executive committee that includes
the IRS Commissioner and high-level contractor officials; it meets
at least monthly to review project progress and approve funding
requirements.

® ThesTIR project will provide an infrastructure for secure
telephone and el ectronic interaction among |RS employees, tax
practitioners, and taxpayers.
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Approximately $14 million of
the $16 million in benefits
projected for FY 2002 will not
be realized until the following

year or |ater.

October 2001, will be delayed until June 2002.
Delaying this segment will significantly reduce any
benefits realized during the 2002 Filing Season.

The second segment of the project plans to provide
significant electronic benefits to taxpayers and tax
preparers. These benefits include electronic delivery of
tax data, application for authorization to disclose tax
data to third parties, matching of taxpayer identification
numbers, and resolution of account inquiries. This
portion of the project was originally scheduled to begin
deployment in July 2002, but it is now scheduled to
begin in September 2002.

Therefore, even if this new schedule is met for the 2
project segments, approximately $14 million of the

$16 million in benefits projected for FY 2002 will not be
realized until FY 2003 or later.

Recommendations

To minimize further delays and cost increases in the
e-Services project, we recommend that the BSMO:

1. Ensure the e-Services project team identifies,

evaluates, and monitors al significant dependencies
on other modernization projects and activities.

2. Ensurethe CBS ESC is aware of each factor that
could cause delays or cost increases in future
devel opment and deployment.

Management's Response: Management's response was
due on August 30, 2001. As of September 7, 2001,
management had not responded to the draft report.
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Reported expenses for IRS
employees working on the
e-Services project were
under stated by $1.6 million
during the period October
1999 through January 2001.

Costs for Internal Revenue Service Employees

Working on the Project Were Not Accurately
Tracked

While the IRS accounts for project costs incurred by the
contractor, the BSMO does not have a process to
accurately track and report the project-related expenses
incurred by the IRS. These expenses include labor costs
for IRS employees working on the project teams. The
EL C indicates that an appropriate measure of total
project cost should include any indirect (IRS) costs.

We compared the data provided by the IRS for expenses
related to its employees working on the e-Services
project to a figure we calculated based on 17 employees
working on the project for 16 months. We determined
that the reported expenses for IRS employees working
on the e-Services project were understated by
approximately $1.6 million during the period October
1999 through January 2001.

Project personnel indicated that it is difficult to ensure
project employees, especialy those who do not work
full-time on the project team, use the correct codes for
charging their time. However, without an accurate
accounting of both contractor costs and the IRS' internal
costs associated with the project, actual benefits and
Return on Investment cannot be accurately calculated.

Management Actions. The Tax Administration
Modernization (TAM) Program Director’s Office is
instituting two measurement criteriain an effort to
capture IRS costs for time and travel for e-Services and
other TAM teams.

Recommendation

To enable more accurate tracking of total project costs,
the BSMO should consider:

3. Reviewing time charges monthly for the IRS
employees working on the e-Services project to
verify the accuracy of the labor costs charged to the
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The IRS should strengthen the
task ordersit issues to ensure
its requirements are met
timely.

project. The time charges should be compared to
estimates to make sure the charges are reasonable.

Contracts Need to Be Strengthened to Ensure
Interests Are Protected

The BSMO issues contracts (called task orders) to the
CSC for specific products and services. The BSMO has
begun to focus on developing procedures to ensure that
payments to contractors are tied to contractor
performance and that items are negotiated and
agreement is obtained from all parties prior to work
beginning. Thisincreased focus should help to ensure
payments are associated with the work products that are
produced according to IRS quality standards.

Although this emphasis on performance is a significant
improvement, we identified additiona areas where the
BSMO can strengthen the task order process to ensure
that requirements are met timely:

The task orders did not include performance-based
incentives for quality or timeliness.

Products were not completed before the project
moved to the next development phase.

The e-Services project team did not consistently
negotiate task ordersin atimely manner.

The task orders did not include perfor mance-based
incentives for quality or timeliness

We reviewed the e-Services task orders to determine
whether they included any positive or negative
performance-based incentives for quality or timeliness.
We did not identify any incentives to improve timeliness
of delivery nor that could have been exercised had the
contractor not addressed quality problemsin atimely
manner.
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Incentive provisions are
necessary to ensure
contractors are rewarded for
good performance and
discouraged for unsatisfactory
performance.

The IRSidentified 70 issues
with the products delivered for
the e-Servi ces system concept
phase.

Government policy’ states that contracts should include
incentive provisions to ensure contractors are rewarded
for good performance and quality assurance deductions
to discourage unsatisfactory performance. Although the
BSMO can withhold payments from contractors until
acceptable products are delivered, withholding payments
does not provide any redress to the IRS for delaysin
product delivery. We believe performance-based
contracting is a better incentive to achieve timely and
quality deliverables.

In February 2001, we reported that the IRS should
strengthen the use of performance-based contractor
incentives.®. The IRS responded that it would work with

another contractor to identify recommendations to
improve the use of incentives.

Products wer e not completed befor e the project
moved to the next development phase

The ELC indicates that the final acceptance of work
products should occur at the completion of the
Milestone Readiness Review for each EL C phase and
only when all discrepancies and issues in the work
products have been corrected.

We evaluated the review process for the e-Services
system concept phase and found that the BSMO had
identified 70 issues with the quality of the products
delivered by the CSC. The BSMO reported these items
back to the CSC as conditions to be addressed.
Although the BSMO agreed that some of these
conditions could be addressed in subsequent phases,
correction of 49 of the 70 (70 percent) was required in
the system concept documents.

7 Federal Acquisition Regulation (FAR), 37 C.F.R. § 601 (1999).

8 The Business Systems Moder ni zation Office Has Made Solid
Progress and Can Take Additional Actionsto Enhance the Chances
of Long-Term Success (Reference Number 2001-20-039, dated
February 2001).
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Overall, we found that the CSC addressed these
conditionstimely. We judgmentally sampled 20 of the
49 conditions associated with system concept documents
and found that 19 were timely addressed and completed.

However, we believe some of the conditions whose
resolutions were delayed until subsequent phases should
have been addressed in the system concept phase. We
judgmentally sampled 11 of the more critical conditions
that were to be addressed in subsequent phases. Of the
11, we identified 4 conditions that we believe, had they
been resolved earlier, would have provided benefit to the
project team during the system concept and early design
phases. We could not determine whether the Enterprise
Life Cycle (ELC)® required that these specific conditions
be addressed in the system concept phase deliverables
because EL C requirements for completion of each phase
are vague.

Three of these four conditions related to identification
and description of the interfaces, dependencies, and
design of the Internet access point. Uncertaintiesin
these areas caused delays in project progress and
increases in costs as the project team progressed into the
design phase (see pages 3-6). The fourth condition
stated that the Modernization and Information
Technology Services organization did not have time to
complete its review of the system concept documents.
We believeit is critical to ensure that documents are
thoroughly reviewed prior to completion of a phase.

If IRS personnel do not have sufficient time to complete
their review, progress into the next phase should be
delayed until it is completed.

® The ELC establishes a set of repeatable processes and a system of
reviews, checkpoints, and milestones that reduce the risks of
systems development and ensures alignment with the overall
business strategy. All IRS and CSC personnel involved in
modernization are required to follow the ELC.
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The BSMO quality review
process at completion of each
phase is undergoing changes.

Management Actions: The BSMO quality review
process at the completion of each phase is currently
undergoing changes. We received a draft version of the
new procedures during our review. Thisversion
indicated that each condition should capture the impact,
if any, on the project’s cost, schedule, and/or benefits.
Although the e-Services project team was tracking the
conditions and expected completion dates, the impact of
the conditions was not identified because these new
procedures had not yet been adopted. In addition, the
BSMO has recently begun to require that a structured
quality review process be conducted prior to alowing
the project team to complete a phase and final payment
to be made for the deliverables for that phase.

The e-Services project team did not consistently
negotiate task ordersin atimely manner

The BSMO allowed work to begin under each of the
e-Services task orders prior to formalizing agreements
with the CSC on deliverables, schedules, and costs.
For example, 1 task order had a delay of 91 days
between the start of work and the compl etion of
negotiation of the requirements, costs, and schedules.
The most recent task order had a delay of 22 days
between the start of work and the final negotiation of
task order items.

While this practice allowed the project members to start
work, the BSMO was at a disadvantage because no
clearly defined requirements were present during the
time the task orders were being negotiated. As aresult,
the BSMO paid for hours worked by the CSC that may
not have contributed directly to the completion of the
task order requirements that were later defined.

This practice occurred because the BSMO wanted to
retain the significant levels of experience that were
present on the CSC'’ s project staff. Gapsin the
contracting process could result in critical staff members
leaving to either work on other projects or obtain other
employment. We understand this concern but believe
the BSMO could address this by requiring that
requirements, costs, and schedule are defined and task
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The BSMO iscurrently
developing proceduresto
require defined task orders
prior to allowing the project
team to progress into the next
phase.

The e-Services team used
earned value techniques to
track project progress.

orders negotiated for the subsequent project phase prior
to completing the current phase.

Management Actions. The BSMO is currently
developing procedures to require defined task orders
prior to alowing the project team to progress into the
next phase. The e-Services project staff indicated that a
negotiated task order for the next phase would be
required for the project team to complete the design
phase. The procedures documenting this new effort
were not available for our review prior to the completion
of our audit fieldwork.

Project Tracking Measures Should Be

Expanded and Validated to Be of Greater Value
to Program Management Personnel

The e-Services project team, along with the other
modernization projects, uses earned value'® techniques
to measure the status of the project. These techniques
include measurements of schedule, cost, and value.

The CSC is currently preparing these measures by phase
or task order.

The Clinger-Cohen Act** requires the agency Chief
Information Officer to monitor the performance of
information technology programs of the agency,
evaluate the performance of those programs on the basis
of applicable performance measures, and advise the
agency head regarding whether to continue, modify, or
terminate the program or project.

10 Earned value is a management technique that measures actual
cost and work accomplished against the budgeted cost and planned
work scheduled. Variances between these actual and planned

factors are analyzed and provided to management for decision
making.

1 Pub. L. No. 104-106 §§ 5125(c)(2); formerly known as The
Information Technology Management Reform Act of 1996.
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The ELC indicates that budget
and cost measures should
include all task ordersrelated
to a project across all phases,
not just those related to the
current phase.

Validation is needed for
project tracking measures.

The ELC indicates that budget and cost measures should
include all task orders related to a project across al
phases, not just those costs related to the current phase.
Measures should be made using total costs to date and
estimated future costs, rather than focusing on just those
costs related to a single phase, as they are currently
being measured. Lengthening the period of time over
which project value is measured would enable program
management to determine whether the project team is on
track to meet original requirements, time frames, and
costs and whether investment in the project should be
continued.

While measuring value over longer periods could be
difficult because projects are funded from the ITIA on a
milestone or phase basis, the CSC has not taken actions
to improve the measures and incorporate this change.
Until the process is changed, the BSMO is paying the
contractor to develop measures that are of limited value
as a project monitoring tool.

Validation of these measures should also be conducted
to ensure they are accurate before reliance is placed on
them for project monitoring. In arecent audit report,*?
we recommended that the BSMO assess the CSC's
processes to ensure that performance monitoring data
being provided to the IRS are complete and accurate.
The BSMO agreed to develop a*“surveillance plan” of
these processes in December 2000 and begin this
“surveillance” in March 2001. However, we did not
find indications that these activities took place.

Management Actions. The BSMO has recognized that,
to be of the greatest value, the baseline period of time or
cost that earned value data are compared against should
include the entire project life cycle or as much of that as
possible. Asaresult, the BSMO has tasked the CSC to
change the way it captures project measures.

12 ggnificant Risks Need to Be Addressed to Ensure Adequate

Oversight of the Systems Moder nization Effort (Reference
Number 2000-20-099, dated June 2000).
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Key configuration
management processes were
not consistently followed.

Configuration Management Processes Were
Not Consistently Followed

Configuration management involves identifying critical
project items (documents, software, and hardware),
controlling changes to those items, and recording and
reporting any changes to the items. The ELC requires
that configuration management procedures be
implemented throughout the life of the project.

On modernization projects, one of the more important
purposes of configuration management is to assist
project management in controlling the content of the
developing system. Key activities necessary for proper
control include establishing baselines'® for approved
items and assuring that changes to baselined items are
authorized, controlled, and tracked. Asaresult, an
effective configuration management process assists
project management in developing systems that meet the
intended IRS business needs.

Although the e-Services project team had developed a
configuration management plan that followed ELC
regquirements, the CSC was not following this plan. The
project’ s configuration management plan outlines proper
controls over project documentation and indicates that a
project document repository would be established to
ensure version control over documentation and system
modules.

However, the BSMO oversight reviews did not initialy
include project processes and procedures for
configuration management. In addition, the CSC had
not conducted any baseline reviews of the project and
had cancelled other project level inspections or reviews.
Therefore, the lack of access controls noted below was
not detected until our review was conducted.

13 A baseline consists of a specified set of documents, software, and
other items defined as final (or point-in-time) products for a project.
A baseline establishes a predefined point from which to evaluate
project progress.
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The project document repository (where critical project
documentation was stored) was more like a “ shared
electronic project drawer” and was accessible to anyone
on the CSC or IRS project teams. This repository
included both baselined documents and those that were
still in process. There was no version control over the
key documents that had been accepted and signed by the
IRS, and these accepted documents were not easily
identified in this repository. In addition, change
requests to control changes to key documents were not
being used and approved as required by the plan.

Without proper configuration management processes
over project documentation, confusion can occur within
the project team and at the program level about which
documents are the official versions. This confusion
could result in project team members following the
wrong set of project requirements in preparing future
documentation or in coding the system modules.
Ultimately, inconsistent processes could result in a lack
of overal system integration at the program level.

Management Actions. Before we completed our audit,
the BSMO and the CSC had initiated corrective actions
regarding configuration management processes.

The BSMO implemented Configuration Management
Program Instructions. In addition, the BSMO conducted
areview and issued areport in February 2001 on the
lack of effective configuration management processes.
The report confirmed our observation that project
baselines were not established for some modernization
projects and configuration management inspections
(such as baseline configuration audits) were not
performed.

The CSC hired a Director to oversee the Configuration
Management Office and developed revised procedures
for products to be delivered to the IRS. The revised
procedures require that baselines be established using
formal change requests after products are approved.
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Risk management is critical to
ensure a project team stays on
track and proactively

addresses potential problems.

Risk Management Processes Were Not
Effectively Followed

Risk management is a critical process in project design
and development to ensure a project team stays on track
and is proactive in addressing potential problems.
Effective risk management processes include
documenting risk conditions and the risk status. This
documentation serves as the basis for development and
implementation of risk reduction strategies.

The e-Services project team developed arisk
management plan that describes the EL C activities and
processes the project will follow to manage project risks.
The project team was working to identify the risks and
issues it faces during the project, using the correct forms
to document risks and meeting on aregular basisto
discuss project risks. However, we identified
weaknesses in the implementation of the risk
management process, and recent changes in this process
have resulted in alack of effective risk and issue
management in the project team.

We analyzed e-Services Risk Mitigation documents
from July to October 2000 and found a lack of
documentation for the identified risks. The risk
statements did not adequately describe the potential risk
impact, probable impact date, tracking of mitigation
actions, use of measures to determine the effectiveness
of mitigation efforts, and rationale for closing the risks.
For instance, the project team's actions to reduce or
control risks related to integration with the STIR project
and the Modernization Blueprint included coordinating
reguirements by means of discussions, briefings, and
meetings. However, the risks were closed in August and
October 2000, prior to completion of the necessary
actions to reduce impact on project cost, schedule, or
technical performance and without detailing how risks
were successfully addressed. In November 2000,

CBS ESC concerns over these integration issues
contributed to project delays and cost increases

(see pages 3-6).
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Risk management processes
have been changing
considerably in recent months.

The BSMO identified similar weaknesses in its analysis
of project risks, along with inadequacies in risk
statements, and problems raising critical risksto an
appropriate oversight level. We also reported
weaknesses in the development of risk management
processes and procedures in a report issued in

June 2000** and problems with tracking and reporting
risks in a separate report issued in March 2001.*

IRS project personnel indicated that not all the original
risks identified were valid risks because they did not
have a proper risk statement and mitigation plan and
there was no assessment of such factors as cost,
schedule, and functionality. They considered these risks
to be just part of day-to-day project management.
Therefore, they did not see an impact on the project
costs and schedule when probable impact dates passed.
In addition, they indicated that any cost projections
related to risk impact were also likely not valid for the
same reasons as the risks. Asaresult, in

November 2000, the project team cancelled all its
previoudly identified risks and began to identify new
risks for the project. Asof February 2001, the project
team had only two risks that had been validated by the
Project Manager, even though many of the conditions
present in the original risk list had not been adequately
addressed.

We believe that much of the confusion in this area has
resulted from the continuous changes in the risk
management process. Clearer guidelines, definitions,
and requirements would help the project teams ensure
that proper risk management occurs in the e-Services
and other projects.

14 Sgnificant Risks Need to Be Addressed to Ensure Adequate
Oversight of the Systems Moder nization Effort (Reference
Number 2000-20-099, dated June 2000).

15 progress in Devel oping the Customer Communications Project
Has Been Made, But Risks to Timely Deployment in 2001 Still Exist
(Reference Number 2001-20-055, dated March 2001).
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Managing project
dependenciesis critical to the
success of the entire

moder nization program.

Management Actions. After our audit fieldwork was
completed, the IRS and the CSC provided information
that they agreed with our concerns and were
implementing th